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KEY ECONOMIC INDICATORS: POLAND 
Foreign Trade** 

(In Millions of US Dollars) 1973 
Foreign Trade Balance -1,430 


Exports (Total) 6,432 
Imports (Total) 7,862 


With Non-Communist Countries -1,272 


Exports 2,528 
Imports 3,800 


With the U.S. -125 
Exports to U.S. 190 
Imports from U.S. 315 
(Of which manufactured goods) 45 

OTHER ECONOMIC INDICATORS 


Increase Over Previous Year 


1974 1977 1977 Total 
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National Income 
Steel Production 
Car Production 
Electric Power 
Production 
Cement Production 
Coal Production 
Savings Deposits 
Investment 
Retail Sales 


. é 5.6% 1.58 trillion zlotys* 
‘ N/A N/A 
236 “ 29.1% 279,000 
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6.1% 
10.1% 
6.2% 
16.1% 
16.9% 
15.6% 


109.4 billion kwh 
21.3 million tons 
186 million tons 

370 billion zlotys 
588 billion zlotys 
1,022 billion zlotys 
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*National Income figure extrapolated from % rate of growth in 1977. 


**Sources: (1) Polish Foreign Trade Yearbook; (2) 1977 Trade 
Statistics taken from March 1978 issue of Handel Zagraniczny; 
(3) 1977 US-Polish Trade Statistics taken from April 1978 issue 
of Polish Foreign Trade; and (4) Other Economic Indicators for 
1977, taken from February 6, 1978, issue of Tribuna Luda. 


N/A - Not available. 





ECONOMIC TRENDS REPORT 


POLAND 


Summary 


The first year of Poland's "new economic strategy" was 
completed in 1977. These policies are designed to reduce 

and reorient investment, lower the trade deficit with Western 
countries, and accelerate production of consumer goods for 
the domestic market. Progress was made in each of these 
areas, but targets for expanding exports and limiting growth 
in personal incomes were not realized. 


Current Economic Situation and Trends 


Slower growth and restraint on investment spending have been 
key factors in the Government's economic adjustment strategy. 
National income grew by 5.6% in 1977, and a similar rate of 
increase is projected for 1978. This represents a signifi- 
cant drop from the 9.0% average annual increase in national 
income registered in the 1973-1976 period. 


Industrial production surged by 8.6% in 1977, exceeding the 
planned rate of increase by about 2%. This produced addi- 
tional strains on domestic production and importation of 
industrial raw materials. These pressures will hopefully 
abate in 1978, when industrial output is slated to rise by 
the slower rate of 6.8%. 


Although the 1978 economic plan has not yet been published, 

a summary released in December 1977 calls for tight control 
on wages and prices and for holding investment at the 1977 
level. Further rationalization of imports and consumption 

of energy and industrial raw materials are also called for 

in the plan. These steps are apparently to be accomplished 
through administrative directive, rather than through prices 
or other economic incentives to Polish companies. Such 
measures in the past have not always achieved planned results. 


Investment Slowdown Continues 


Total investment spending rose only 2.5% in 1977, thus marking 
the second successive year of reduced growth in investment 
outlays. In contrast, investment spending soared by an aver- 
age of over 20% per year over 1973-1975. Construction bottle- 
necks,which occurred as a result of this massive investment 
program,have still not been removed, and the Polish Government 
has made it clear that it will continue to limit investment 
until the necessary adjustments are made. Investment spending 
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will not increase in 1978 and should fall in relative terms 
from 27% of national income in 1977 to about 24% in 1978. 
Investment reached a peak of over 35% of national income in 
1975. 


The adjustment process is taking longer than expected, how- 
ever. Construction of many major industrial investment 
projects has been running a year or more behind schedule as 
building firms have been directed to shift more of their 
resources to housing construction. 


Based on results for the first half of 1977, the Polish 
Government appears to have been successful in reorienting 
investment toward agriculture and residential housing. 
Investment in these two sectors rose by 18% and 20%, respec- 
tively, over this period while investment in the industrial 
sector declined somewhat. Construction spending still repre- 
sented over 50% of total investment outlays in the first nine 
months of 1977, however. If this trend continues, pressures 
on the construction sector will not soon abate. 


Production of Consumer Goods Up Again 


Delivery of consumer goods, including food products, to the 
domestic market, rose by 12.2% in 1977. Production of 
manufactured goods rose by 11%. Poland is, therefore, on 
target to achieve or exceed the projected 66% increase in 
deliveries of consumer goods to the domestic market over the 
1976-1980 period. Production of capital goods, in contrast, 
is scheduled to fall somewhat in 1978. 


Wages and Incomes Exceed Planned Levels 


Nominal personal income rose by 12.2%, or nearly double the 
rate of increase planned for 1977. Higher than expected 
hikes in social security payments accounted for much of this 
increase, but wage increases also outstripped planned levels. 
Nominal wages were up by 8.0% in 1978, double the planned 
target of 4%. 


The Polish Government plans to hold income growth to only 
6.6% in 1978, with nominal wages going up by only 2.8% and 
inflation limited to around 2%. Such measures are necessary 
if pressures on the domestic market are to be eased. Asa 
result of the rapid expansion of personal income over 1972- 
1977, cash balances and call deposits in the banking system 
now represent about one-third of annual consumer expenditures. 
The Government hopes to see this pent-up purchasing power 
drawn down as supplies of consumer products expand. 





Improved Hard Currency Trade Position 


Poland was able to reduce its hard currency trade deficit 
with non-Communist countries from about $2.9 billion in 1976 
to about $2.2 billion in 1977. Imports from these countries 
fell by 4.5% from 1976 levels due in large measure to smaller 
purchases of machinery and equipment from the Industrialized 
West. 


Poland's exports to non-CEMA countries grew by only 10%, 
considerably below planned levels and, in absolute terms,was 
one of the smallest dollar increases in exports in the last 4 
years. The slowing of economic growth in OECD countries 
limited the market for many of Poland's industrial exports. 
An article in the March 1978 issue of Handel Zagraniczy, how- 
ever, states that insufficient production of exportable 
merchandise was a key factor restraining growth in exports. 


The Government's policy of reducing hard-currency imports 
brought impressive results in 1977 when imports from non-CEMA 
countries fell by $300 million, or 4.5%. Considering the 
average increase of 5.4% in prices of Poland's imported goods, 
the volume of imports fell by about 10%. 


These cuts were directed mainly at imports of machinery and 
equipment from industrialized countries. Imports from OECD- 
member countries, consequently, fell by 6.3% (about $200 
million). One leading Polish economist believes that reduc- 
tions in imported capital equipment can be sustained through 


1979 without severely impacting on Poland's other economic 
goals. 


Poland may have unusual ability to sustain,over the short 
term,cuts in imports from the Industrialized West. Imports 
of most raw materials and industrial consumables increased 
substantially in 1977 due to expanded deliveries from the 
Soviet Union, with which Poland ran a $300 million trade 
deficit. Substantial increases were registered in the volume 
of imports of oil (8.6%), natural gas (12%), iron ore (5%), 
phosphorous (12%), synthetic rubber (22%), and chemical 
fibers (12%). The Soviet Union remains Poland's largest 
supplier of these commodities and, with the exception of oil, 
is in a position to increase deliveries. Further increases 
in oil imports will probably have to come from OPEC-member 
countries, and in most cases would represent a further out- 
flow of hard currency. 





Imports from LDC's rose by over 30% in 1977 due to increased 
oil purchases and higher prices for industrial commodities 
and tropical products. 


Polish leaders have said imports from the West will probably 
fall again in 1978; if export results are judged to be ade- 
quate, imports may be allowed to grow by 2% or 3%. They 
also hope for improvement in Poland's terms of trade, which 
deteriorated in 1977. Prices for Polish exports went up by 
an average of only 3% in 1977, while import prices rose by 
5.4%. These figures apply to a weighted average for trade 
with Communist as well as non-Communist countries. 


The Government's foreign trade strategy has been implemented 
largely through administrative measures, such as import 
quotas or the tieing of import allocations to improvement in 
a given firm's export performance. The impact of these 
measures on business opportunities for U.S. firms is dis- 
cussed below. The prolonged use of such administrative 
measures, rather than changes in foreign trade prices, would 
have a negative impact on overall efficiency of the Polish 
economy and on previous efforts to rationalize the production 
process. 


First Quarter Results for 1978 


Complete statistics for the first quarter of 1978 have not 

yet been published. Brief press accounts indicate that indus- 
trial production was below plan due to severe weather and 
power shortages in February. Chemical and steel production, 
and residential and industrial construction were particularly 
behind schedule. Wages were rising at almost double the 
planned rate, and incomes rose faster than deliveries of 
consumer goods. 


Foreign trade results in the first quarter were more promising, 
however. Global exports were up 11%, and one Planning Commis- 
sion source has stated that exports to the West were up by 
more than 12% compared to the first quarter of 1977. Hard 
currency imports were reportedly at least 3% below the level 

of the same period in 1977, and one source said that these 

cuts were well over 10%. The accuracy of these reports 

cannot be judged, however, since the Polish Government does 
not publish such trade statistics on a current basis. 





Implications for U.S. Firms 


The current five-year plan emphasizes expansion of the food- 
processing sector and construction of residential housing. 
Many U.S. firms are a step ahead of their foreign competi- 
tors in these areas. A deputy chairman of the Planning 
Commission has said the door is open for cooperation with 
U.S. firms in these sectors. He said the possibilities 
ranged from production of aluminum foil, processes for can- 
ning and packaging of fruits, vegetables and beverages, and 
production of building materials and furniture. 


Within heavy industry, the metallurgical and chemical sectors 
are receiving particular emphasis under the five-year plan. 
Several U.S. firms are competing for major contracts related 
to construction of the Huta Katowice steel complex. Annual 
production at this steel mill is scheduled to reach 4 million 
tons this year and rise to 9 million tons in the mid-1980's. 


Equipment and processes for improving production efficiency, 
particularly through conservation of energy and materials, 
should be in high demand, The 1978 plan calls for 
consumption of materials by industry to be reduced by 1.8%. 
The Polish steel industry, for example, consumes very high 
amounts of energy per ton of output, and inordinate amounts 
of steel and cement are consumed per square meter of new 
housing construction. 


Current reductions in investment and in imports of capital 
equipment from the West may, however, reduce purchases from 
the U.S. over the next two years. Polish leaders insist that 
any new major project be self-financing. The combinations of 
credit terms and commitments of Western firms to buy back 
part of the output of the new facility must assure that there 
will be no net outflow of hard currency as a result of the 
project. This criterion is now being applied even more 
strictly. New projects, with only rare exceptions, will 
not be approved if they result in outflows of hard currency 
in any year during their realization. This places particular 
importance on length of grace periods of credits and the 
firmness of buy-back guarantees. The Polish Government also 
seeks hard-currency financing to cover local construction 
costs for most major projects. Such local cost financing 
often represents 20% or more of the cost of imported equip- 
ment for a given project. 


Polish economic decision-makers emphasize, however, that 
there are excellent prospects for cooperating with U.S. firms 
over the long run. They look with particular favor on devel- 
opment of industrial cooperation ventures. These ventures 
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involve on-going exchanges of technology, co-production, and 
joint marketing efforts between the Polish and U.S. firm. 
Production of earth-moving and heavy construction equipment 
with International Harvester, and sewing machines with Singer, 
are two of the best examples of successful industrial cooper- 
ation projects with U.S. firms. An agreement was also signed 
in 1977 between Piper Aircraft and Pezetel for cooperation in 
the production and marketing of light aircraft. The technol- 
ogy and marketing networks offered by U.S. firms make such 
arrangements particularly attractive for Polish industry. 


In order to facilitate such industrial cooperation ventures, 
a special working group of the U.S.-Polish Trade Commission 
was established in December 1977. This group will meet again 
in the fall of 1978. Negotiations for some 18 new industrial 
cooperation projects between U.S. and Polish firms are cur- 
rently being conducted. 


Foreign Investment 


Several foreign firms are negotiating for the rights to con- 
struct and operate hotels in Warsaw and other major cities in 
Poland. Foreign ownership of hotels, restaurants, and other 
services is permitted under the May 1976 regulations issued 
by the Ministry of Finance. No projects have yet been 
realized under these regulations, however. The Government 

is also considering further modifications of regulations 
which would clarify the legal status and treatment of such 
investments by local authorities. 


The 1976 regulations also place a ceiling (equal to nine per 
cent of a firm's hard-currency investment) on the amount 
which can be repatriated in a given year. One authoritative 
article in the Polish press, however, stated that this 
ceiling will not be applied to investments which gain more 
than 50% of their earnings from exports. 


Joint-equity industrial ventures with Polish partners are 
also permitted under Polish law. Polish officials state 
that they are willing to consider such ventures, but only if 
they would generate significant levels of exports. 
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